Google 



This is a digital copy of a book that was preserved for generations on library shelves before it was carefully scanned by Google as part of a project 

to make the world's books discoverable online. 

It has survived long enough for the copyright to expire and the book to enter the public domain. A public domain book is one that was never subject 

to copyright or whose legal copyright term has expired. Whether a book is in the public domain may vary country to country. Public domain books 

are our gateways to the past, representing a wealth of history, culture and knowledge that's often difficult to discover. 

Marks, notations and other maiginalia present in the original volume will appear in this file - a reminder of this book's long journey from the 

publisher to a library and finally to you. 

Usage guidelines 

Google is proud to partner with libraries to digitize public domain materials and make them widely accessible. Public domain books belong to the 
public and we are merely their custodians. Nevertheless, this work is expensive, so in order to keep providing tliis resource, we liave taken steps to 
prevent abuse by commercial parties, including placing technical restrictions on automated querying. 
We also ask that you: 

+ Make non-commercial use of the files We designed Google Book Search for use by individuals, and we request that you use these files for 
personal, non-commercial purposes. 

+ Refrain fivm automated querying Do not send automated queries of any sort to Google's system: If you are conducting research on machine 
translation, optical character recognition or other areas where access to a large amount of text is helpful, please contact us. We encourage the 
use of public domain materials for these purposes and may be able to help. 

+ Maintain attributionTht GoogXt "watermark" you see on each file is essential for in forming people about this project and helping them find 
additional materials through Google Book Search. Please do not remove it. 

+ Keep it legal Whatever your use, remember that you are responsible for ensuring that what you are doing is legal. Do not assume that just 
because we believe a book is in the public domain for users in the United States, that the work is also in the public domain for users in other 
countries. Whether a book is still in copyright varies from country to country, and we can't offer guidance on whether any specific use of 
any specific book is allowed. Please do not assume that a book's appearance in Google Book Search means it can be used in any manner 
anywhere in the world. Copyright infringement liabili^ can be quite severe. 

About Google Book Search 

Google's mission is to organize the world's information and to make it universally accessible and useful. Google Book Search helps readers 
discover the world's books while helping authors and publishers reach new audiences. You can search through the full text of this book on the web 

at |http: //books .google .com/I 



DAIRY PRODUCTION TERMINATION ENFORCEMENT 
Aa OF 1988 



I 



OS 




OS* P85-97 

HEARING 

BEFORE THE 

SUBCOMMITTEE ON LIVESTOCK, DAIET, AM) 
POULTRY 

OF THE 

COMMITTEE ON AGEICULTUKB 
HOUSE OF REPEESENTATIVBS 

ONE HUNDREDTH CONGRESS 

SECOND SESSION 

ON 

H.R. 3870 



HABCH 2, 1988 



Serial No. 100-59 




Printed for the use of the Committee on Agriculture 



I. GOVBHNMKNT 

WABHINQTON 



, G(.x)' 



COMMTITEE ON AGRICULTURE 

E (KIKA) DE LA GASZA, Teia», Chairman 



WALTER B. JONES. North Carolina 

ED JONES. Tennessee 

GEORGE E BROWN. Jr.. California 

CHARLES ROSE, North CaroHna 

GLENN ENGLISH. Oyahoma 

LEON E. PANETTA. Califoraia 

JERRY HUCKABY. Louisiana 

DAN GUCKMAN. Kansas 

TONY COELHO. California 

CHARLES W. STENHOLM. Texas 

HAROLD L. VOLKMER, Missoun 

CHARLES HATCHER. Georgia 

ROBIN TALLON, South Carolina 

HARLEY O. STAGGERS, Jr.. West Virginia 

LANE EVANS. Illinois 

JIM OLIN. Virginia 

TIMOTHY J. PENNY, Minnesota 

RICHARD H. STALUNGS. Idaho 

DAVID R NAGLE. Iowa 

JIM JONTZ. Indiana 

TIM JOHNSON, South Dakota 

CLAUDE HARRIS. Alabama 

BEN NIGKTHORSE CAMPBELL, Colorado 

MIKE ESPY. Mississippi 

H. MARTIN LANCASTER, North Caniline 



EDWARD R. MADIGAN, Illinois, 

Ranking Minority Member 
JAMES M. JEFFORDS, Vermont 
E. THOMAS COLEMAN, Missouri 
RON MARLENEE, Montana 
LARRY J, HOPKINS, Kentucky 
ARLAN STANGELAND, Minnesota 
PAT ROBERTS, Kansas 
BILL EMERSON, Missouri 
SID MORRISON, Washington 
STEVE GUNDERSON, Wisconsin 
TOM LEWIS, norida 
ROBERT F. (BOBI SMITH. Or^on 
LARRY COMBEST, Texas 
BILL SCHUETTE, Michigan 
FRED GRANDY, Iowa 
WALLY HERGER, California 
CLYDE C- HOLLOWAY. Louisiana 



Professional Staff 

A. Mamo Ca»illo. Chief of Staff 

Philup L. FaAAS. Counael ■ 

Charles Hiltv, Minority Staff Dirtctor 

Jaues a. Davis. Prai Secretary • 



SuBCOMMnTEE ON LIVESTOCK, DaIRV, AND POULTRY 



JIM OLIN. Vir^nia 

CLAUDE HARRIS. Alabama 

BEN NIGHTHORSE CAMPBELL, Colorado 

CHARLES ROSE, North Carolina 

TONY COELHO. Califomia 

HAROLD L. VOLKMER. Missouri 

TIM JOHNSON, South Dakota 

ED JONES, Tennessee 

DAVID R. NAGLE, Iowa 



CHARLES W, STENHOLM, Texas, Chairman 

JAMES M. JEFFORDS, Venront 
LARRY J. HOPKINS, Kentucky 
ARLAN STANGELAND, Minnesota 
STEVE GUNDERSON. Wisconsin 
TOM LEWIS, Florida 
ROBERT F. (BOB) SMITH, Oregon 



dbyGoogIc 



CONTENTS 



H.R. 3870. a bill to amend the Agricultural Act of 1949 to establish joint 
liability for certain breaches of contracts made under the milk production 

termination program, and for other purposea 

Section-by-section analysifi 

Johnson. Hon. Tim, a Representative in Congress from the State of South 
Dakota, opening statement 

Olin, Hon. Jim, a Representative in Congress from the State of Virginia, 
opening statement 

Smith, Hon. Robert F. (Bob), a Representative in Congress from the State of 
Oregon, opening statement 

Stenholm, Hon. Charles W.. a Representative in Congress from the State of 

Texas, opening statement 

Farmers Home Administration's announcement No. 1586 ... 



Contract to participate in the Dairy Termination Program, CCC-3I2... 



SuBMrTTED Material 
I Representative in Congress from the State of 



dbyGoogIc 



db,Google 



DAIRY PRODUCTION TERMINATION 
ENFORCEMENT ACT OF 1988 



WEDNESDAY, MARCH 2, 1988 

House of REFBEeENTATivxs, 
Subcommittee on Livestock, Dairy, and Poultry, 

Committee on Agriculture, 

Washington, DC. 
The subcominittee met, pursuant to notice, at 2:85 p.in., in room 
1302, Longwoiih House Office Buildm^. Hon. Charles W. Stenholm 
(chairman of tiie subcommittee) presiding. 

Present: Representatives Olin, Harris, Volkmer, Johnson, Nagle, 
Hopkins, Gunderson, Lewis, and Smith. 

Staff present: Phillip L. Fraas, counsel; Vemie Hubert, assistant 
counsel; John E. Hogan, minority counsel; Glenda L. Temple, clerk; 
Daniel B. Waggoner, and Scott Mackey. 

OPENING STATEMENT OF HON. CHARLES W. STENHOLM, A 
REPRESENTATIVE IN CONGRESS FROM THE STATE OF TEXAS 

Mr. Stenholm. The subcommittee will come to order. 

Today the House Agriculture Subcommittee on Livestock, Dairy, 
and Poultry wishes to continue moving forward in properly carry- 
ing out its oversight responsibilities and take appropriate legisla- 
tive action, if necessary, in meiintaining the integrity and intent of 
the Dairy Termination Program. 

We are fortunate to have as witnesses Administration officials 
who have had the day to day responsibility of reviewing and imple- 
menting ASCS prc^am controls and procedures in an attempt to 
provide sufficient assurance that all DTP participants neither 
retain, acquire, or make available any interest in dairy cattle or 
the production of milk for 5 years. 

In addition, the 1985 farm bill, through assessments paid by pro- 
ducers levied on all milk produced, provided for a substantial por- 
tion of the cost of the Dairy Termination Program. Therefore, milk 
producers are keenly interested in seeing the program succeed in 
reducing mUk production and Government cost. 

But we are receiving reports that a small number of dairy facili- 
ties under DTP contract are remaining in use for milk production. 
Such arrangements clearly violate the intent of Congress and cir- 
cumvent the objectives of the whole-herd buyout. 

Subsequently Mr. Olin, eilong with myself and several members 
of this subcommittee have sponsored legislation which attempts to 
prevent restricted facilities from being used for milk production 
when participants involuntarily lose control over milk production 
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facilities. More specifically, H.R. 3870, the Dairy Production Termi- 
nation Enforcement Act of 1988, amends the Agricultural Act of 
1949 to establish joint liability for certain breaches of contracts 
made under the ftfilk Production Termination Program. 

The subcommittee weis pleased with the Farmers Home Adminis- 
tration's decision to support the objectives of DTP by honoring 
Farmers Home borrowers DTP contracts as they relate to FmHA 
farm reetl estate inventory properties. 

This subcommittee ceriainly recognizes that a lender has a vital 
interest and real concern in maintaining the value of any item that 
is used Eis collateral for a loan. For the most part, collateral repre- 
sents the lender's primary assurance that loan funds will be recov- 
ered if the loan is not repaid. 

H.R. 3870, the legislation which is before this subcommittee 
today is intended not to diminish or devalue any collatersil used to 
secure a loan. Quite simply, the l^islation represents a good faith 
attempt to close a loophole within existing ASCS procedures and 
r^ulations and maintain the integrity of the program. 

[H.R. 8870 and a section-by-section analysis follow:] 
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H.R.3870 



To amend the Agiiculturat Act a( 1949 to establish joint liability for t 
breaches of contracta made under the milk production tennination pro 
and for other purposes. 



m THE HOUSE OF REPRESENTATIVES 

Januaet 27, 1988 
Mr, Olin introduced the following bill; which was referred to the Committee oi 



A BILL 

To amend the Agricultural Act of 1949 to establish joint liabil- 
ity for certain breaches of contracts made under the milk 
production termination program, and for other purposes. 

1 Be it enacted by the Seriate and House of Representa- 

2 tives of the United Slates of America in Congress assembled, 

3 SECTION 1. SHORT TITLE. 

4 This Act may be cited as the "Dairy Production Termi- 

5 nation Enforcement Act of 1988". 

6 SEC. 2. JOINT LIABILITY: ENFORCE HENT. 

7 Section 201(d)(5) of the Agricultural Act of 1949 (7 

8 U.S.C. 1446(d)(5)) is amended— 
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1 (1) by redesignating subparagraphs (E) ajid (F) as 

2 subparagraphs (H) and <I), respectively, and 

3 (2) by inserting after subparagraph (D) the 

4 following: 

6 "(E) Each person — 

6 "(i) who acquires, and uses or makes avail- 

7 able for the production of milk, after the date of 

8 the enactment of the Dairy Production Tennina- 

9 tion Enforcement Act of 1988 any milk produc- 

10 tion capacity of a facility that becomes available 

11 as a direct or indirect result of the performance by 

12 a producer of a contract made under paragraph 

13 (3); and 

14 "(ii) who knows that such producer is prohib- 

15 ited to make such capacity available to another 

16 person; 

17 shall be jointly liable with such producer (or the as- 

18 signee or estate of such producer) for breach of such 

19 contract. 

20 "(FXi) Not later than 90 days after the dat« of 

21 the enactment of the Dairy Production Termination 

22 Enforcement Act of 1988, the Secretary shall send to 

23 each facility owner a written request that such owner 

24 neither use, nor make available, for the production of 

25 milk during the contract period any milk production ca- 
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1 pacity of a facility that such owner leased to a produc- 

2 er who entered into a contract under paragraph (3) ap- 

3 plicable to the production of milk at such facility 

4 during any part of the period such lease was in eKect. 

5 "(ii) For purposes of clause (ii) — 

6 "(I) the term 'contract period' means the 

7 period specified m a contract made under para- 

8 graph (3) during which the producer who entered 

9 into such contract is prohibited to acquire any in- 

10 terest in dairy cattle or tbe production of milk; 

11 and 

12 "(n) the term 'facihty owner' means a 

13 person who owns any interest in the milk produc- 

14 tion capacity of a facility.". 

O 
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SECTlON'BY'SBCTtOH ANALYSIS 
H.R. 3870 



Section 1 will pcovVds that the bill may be cit«d as the 
"Daily Production Termination Enforcement Act of 19BB". 



Section 2. Joint Liability; Enfoi 

Section 2 wilt amend section 2eHd) (S) of the Agricultural 
Act of 1949 by adding two provisions that will provide the 
following: 

Hew section 2al(d)(S)(E) will establish joint liability with 
the producer (or the assignee or estate of the producer) for 
breach of a contract made under section 201 (d) (3) for each 

(1) who acquires, and uses or makes available for the 
production of milk, any milk production capacity of a 
facility that becomes available as a direct or indirect 
result of the performance by a producer of a contract, aftec 
the date of enactment of the bill; and 

(2) who knows that the producer is prohibited from making 
the nllk production capacity of a facility available to 

New section 201(d)(5)(F) will requite the Secretary of 
Agriculture, not later than 98 days after the date of enactment 
of the bill, to send to each facility owner a written request 
that the owner neithei use, nor make available, for the 
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production of milk duclng the contract period any roilk production 
capacity oC a facility that the owner leased to a pioducec who 
enteced into a contract under section 20l(dJ(3) applicable to the 
production of roilk at the facility during any part of the period 
the lease was in effect. Section 2BUd) (5) (F) will also define 
the following tercns; 

(1) "contract period" will mean the period specified in a 
contract made under section Ifll (d) (3) during which the 
producer who entered into the contract is prohibited from 
acquiring any interest in dairy cattle or the production of 
nilk; and 

(2) "facility owner" will mean a person who owns any 
interest in the nilk production capacity of a facility. 
(MOTE: Section 201(d)(3) of the Agricultural Act of I9t9 

requires the Secretary to establish and carry out a milk 
production tstmination progiam. Section 281 (d) (3) requires 
that each contract made under the milk production termination 
program must provide that — 

(1) the producer must sell for slaughter or for export all 
the dairy cattle in which the producer owns an interest; 

(2) during a period of 3, i, or 5 years, as specified by 
the Secretary and beginning on the day the producer 
completes the sale of the dairy cattle, the producer must 
not acquire any interest in dairy cattle or in the 
production of milk nor acquire, or make available to any 
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person, any milk production capacity of a facility that 
becomes available because oC compliance with the mi lie 
pcoduction termination piogcam unless the Secretary permits 
this by regulation; and 

(3) if the producer fails to comply with the contract, the 
producer must tepay to the Secretary the entita payment 
received under the contract. including simple interest 
payable at a rate prescribed by the Secretary, which must, 
to the extent practicable, reflect the cost to the 
Corporation of its borrowings from the Treasury of the 
United States, commencing on the date payment is first 
received under the contract.) 
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Mr. ^TKNHOLM. At this point, I would like to recognize any of my 
colleagues for any opening remarks that they would like to make, 
b^inning with IVb-. Olin. 

OPENING STATEMENT OF HON. JIH OLIN, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF VIRGINIA 

Mr. OuN. Thank you, Mr. Chairman. 

I want to first express my appreciation for the prompt scheduling 
of our hearing and meeting today. Our concern over the potential 
for dairy facilities to be returned to milk production in violation of 
the Dairy Termination Pn^am contracts was intensified after our 
subcommittee hearing last June. 

The initial audit on which that hearing was based reported that 
as many as 800 DTP contracts worth nearly $600 million might be 
jeopEtrdized by violation of the provisions that facilities would 
remain idle for 5 years. 

The m^or concerns at that time were twofold. First, when the 
participating producer involuntarily loses control of his facilities, 
through ba^ruptcy or foreclosure, and a subsequent buyer allows 
the facilities to be used in milk production. Second, when the par- 
ticipating producer leases facilities and the lease expires before the 
prohibition EigEiinst milk production expires and the landowner is 
not a p£irty to the DTP contract, the facilities may be leased to an- 
other producer without restriction on the use. 

I understand that our witnesses today can give us an update on 
that situation, and I am glad to have more current information 
available. 

The bill I have mtroduced, H.R. 3870, is an attempt to tighten 
enforcement of the DTP-idled facilities. It takes a two-pronged ap- 
proach. First, a producer-owner facility that is involuntarily re- 
moved from control of the DTP participant, through bankruptcy, 
foreclosure and subsequent sales, the bill would prohibit buyers 
who know of the DTP restrictions irom returning the facilities to 
milk production before the DTP contract ends. 

For the leased facilities, the bill instructs the Department of Ag- 
riculture to contact each Ismdowner who was not a party to the 
DTP contract to seek voluntary compliance with the n»triction 
against returning facilities to production. 

H.R. 3870 is my best attempt at finding a practical solution to 
the problem that will only become fully evident over the next 4% 
years. Producers who disposed of their herds in August 1987 are 
supposed to keep their facilities idle until August 1992. Five other 
subcommittee members of this subcommittee are among the 13 co- 
sponsors of this l^islation. 

I am confident that we can report a bill that will help the USDA 
uphold the full integrity of the Dairy Termination Program. 

Thank you, Mr. Chairman. 

Mr. Stenholh. Mr. Smith. 
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OPENING STATEMENT OF HON. ROBERT F. (BOB) SMITH, A 
REPRESENTATIVE IN CONGRESS FROM THE STATE OF OREGON 

Mr. Smith. Thank you, Mr. Chairman, and I congratulate both of 
you for trying to close some of the loopholes that became obvious in 
our attempt to control the dairy situation in this country. 

I am going to be very interested to have answered the question of 
how you are going to impose penalties on people who have received 
no compensation, but I think we will get to tiiat. If we can answer 
that, I think it might be helpful and it might necessitate changing 
this legislation. 

I toteUy support it and I congratulate 3'ou for trying to close the 
loopholes. Thank you. 

Mr. Stenholm. Mr. Johnson. 

OPENING STATEMENT OF HON. TIM JOHNSON, A REPRESENTA- 
TIVE IN CONGRESS FROM THE STATE OF SOUTH DAKOTA 

Mr. Johnson. Thank you, Mr. Chairman. 

I, too, want to commend you, Mr. Chairman, and Mr. OUn, the 
gentleman from Virginia, for the work in holding the hearing and 
addressing this critical issue. There is no doubt on the part of any 
of us that maintaining the integrity of the dairy program is vital to 
American agriculture and to the dairy industry itself. 

I would like to point out that of the 4,600 dairy producers in my 
home Stote of South Dakota, 452 have participated in the Dairy 
Termination Program out of the 994 bids that were submitted. (>f 
those 452 participating, there have been zero instances identified of 
abuse on the part of dairy producers in my home State, who have 
participated in DTP. 

Nonetheless, there is cause for close scrutiny of the administra- 
tion of the program. I am interested in the testimony that will be 
offered here today. I have a couple of questions concerning the 
sanctions that may be imposed on parties who were not parties to a 
l^al contract ana to the administration of a notice to those who 
potentially could acquire control of a DTP milk production facility. 

I am interested in the mechanics of that, but I certainly do com- 
mend the gentleman from Virginia for his hard work on this issue 
and I am looking forward to the testimony acquired here today. 

Mr. Stenholh. Before we call our first witness, let me announce 
that today's hearing record will remain open for 10 days for the 
purpose of receivii^ additional and requested written information. 

If there are no further statements, let us proceed with our first 
witness. I would like to welcome Mr. Milton Hertz, the Administra- 
tor of the Agricultural Stabilization and Conservation Service, to 
this committee. Milt, we welcome you and we look forward to hear- 
ing from you. 

STATEMENT OF MILTON J. HERTZ, ADMINISTRATOR, AGRICUL- 
TURAL STABILIZATION AND CONSERVATION SERVICE, U.S. DE- 
PARTMENT OF AGRICULTURE, ACCOMPANIED BY JERRY NEW- 
COMB, DIRECTOR, EMERGENCY OPERATIONS AND UVESTOCK 
PROGRAMS DIVISION 
Mr. Heetz. Thank you, Mr. Chairman. 
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Mr. Chairman, with me is Jerry Newcomb, who is the Division 
Director of our EntBTgency Operations and Livestock Programs Di- 
vision, which is the manager of the Dairy Termination Program. 

Mr. Chairman and members of the subcommittee, I am pleased 
to have this opportunity today to discuss with you H.R. 3870, a bill 
entitled Dairy Production Termination Enforcement Act of 1988. 

H.R. 3870 would amend the Agricultural Act of 1949 to establish 
joint liability for certtiin brea<mee of contracts made under the 
Dairy Termination Program. In general, we support efforts to 
strengthen the authority available to us to enforce the nonproduc- 
tion requirements of the program. 

However, there appear to be some problems related to imposing 
joint contract liability in the circumstances addressed by H.R. 3870 
on a person other than the peirticipating producer or a related 
person. If the provisions of H.R. 3870 are adopted, it would appear 
that ASCS will be faced with the task of publicizing and making 
known to all persons who potentially could acquire control of a 
DTP millc production facility the consequences of the use of the fa- 
cili^ for the production of milk. 

This must include all lending institutions and investors, as well 
as individuals who might gain such control by purchase or foreclo- 
sure, so that they do not unknowingly find themselves liable for 
the refund of program benefits and payment of penalties. 

Another emticipated problem is the concern that there will be 
significant challenges to extending liability for contract compliance 
to persons who are not parties to the DTP contract. The program, 
as it is currently being administered pursuant to the provisions of 
the 1949 act, makes the program participant alone responsible for 
maintaining compliance with nonproduction requirements. 

H.R. 3870 does not relieve the program participant of that re- 
sponsibility, but extends it to others who may gain control of the 
milk production facility during the nonproduction period. Should a 
nonparticipant be expected to be responsible for refunding contract 
payments in which tne nonparticipeint did not share ana, without 
compensation, be held to restrictions that may diminish the value 
of the property? And should the nonparticipeint be held responsible 
for penalties and refunds of Dairy Termination payments for milk 
marketings in which the nonparticipant has no interest? 

Creditors who gEtin control through foreclosures, and owners 
gaining control who were leasing for cash to participants may find 
their property significantly devalued by the restrictions imposed by 
provisions of H.R. 3870. 

Mr. Chairman, the Department of Agriculture supports strict en- 
forcement of the Dairy Termination Program requirements to 
ensure the continued success of a program that has been signifi- 
cantly successful in reducing burdensome and costly surpluses of 
milk and milk products. 

This concludes my statement, Mr. Chairmcm, and Jerry and I 
will be happy to respond to any questions. 

Mr. Stenholm. Thank you, Mr. Hertz. 

At this point, if there is no objection, I would Uke to insert into 
the record a copy of the Farmers Home Administration's announce- 
ment No. 1586, dated April 28, 1987, concerning inventory property 
involved in the ASCS Dairy Termination Program. 
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Also, at this point in the" record, I would like to submit a coi^ of 
the contract which TXTP participeuits entered into, Form CCC-312. 
[The material follows:] 
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•f 'PbHA a* ro. iiflt (1955) 
- .^-- tfril IS. 1M7 



HtRFOSB/IHTgmiBD ^TOCOMB 

Tho purpose of this AB it to establitb PnHA poltc; concornlDg tM 
addltlQD of a clauas In qultolala duds to rastrlci tb« us* of 
dairy farma that ware enrolled by our borrowers In the Dklr; 
Terslnatlon Progran (DTP). 

COHPAfiiaOM WITH PRBVI0U8 Al 



this AH Is In part contradictor* 1 

February 28, 1966, AH 1**8(1962) dated July 23, 1 .- 

1419(1962) dated Hsy 29. 1986, all of wbtoh expired on Auguat Jt, 
1986. 

IHPLEHEMIATIOII BE8P01f3IBILrTIBa 

In an effort to support the objectivea of the DTP and to help 
reduce the surplus supplies of allk, PsBA will honor FaEA 
borrcwere' DTP contracts aa they relate to P»BA far* rami 



dairy cattle during the tera of the 5-yeftc DTP contract* 

will honor this prohibition by including restrictive clsuses ii 
quitclsls deeds whan Inventory faras undST DTP contracts are 

EXFIRATIOH DATE: April 30, 1988 PILINO IRSTRDCTIOBSr.' - 
Preceding PdHA ' 
Instruction 1999-0 .: 
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■olJ- The follOHing la Ul «x«dpla of the raatriotlvs clausa tc 
be Included In the dead; boaav«r, the Reglonsl Attorns;, Office 
of tbe Oaaeral Couaael, Miouild be consulted tor guidance with t 
preparation and recordation of the raatrictions to asaure ca>- 
plisnce with "^a DTP contract and State lav. 

In compliance vlth the .Sal r; Ternlnatlon Program 
authorised by Section 201 of the Agricultural Ant of 
1949 aa smendel by the ?oo3 Security Act of 1985, the 
purcbBser of the above deaorlbeJ real property sgreea 
■Itn the Bnlted Btftten, acting by and through Parnere 
BonB )i4iilnlotratlon, -thot the mill! production facility 
located on thle property will not be used to produce 
oilk or to maintain dairy cattle before ( date ETF 
reetrlotlon ende }. This covenant Bhall be blnilng on 

Jnlted States 



PbHA la not party to the DTP contrac 
will not sutOBKtlcBlly be aeslgnad I 
title or honoring the DIP oontraet. 



1 restriction. 



he DTP. 



Propartlsa will be acquired at valuea reflective of their highest 
and best uaa without regard to DTP contracts- A second appraisal 
aaj be required to Bell an; property for which Bilk produotlon le 
its highest and bast use- 

?uture DTP paymente due • borrower sbould be considered with 
other Income before a bori-ower U released from liability or the 
account debt settled An adalnlatrst ve offeat in accordance 
with ■fwSl, InBtructlon 1951-C or a voluntary aaaigtinent of the 
borrower's future DTP pajmanta should be pursuedi if feasible, 
Q-the borrower le not released fros liability. 
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Mr. Stbnholm. Mr. Olin. 

Mr. OuN. Thank you, Mr. Chairman. 

First of all, I would like to thank Mr. Hertz for his testimony. I 
would like also to compliment the Agriculture Department for 
moving promptly on the issue of Farmers Home involvement in 
this subject. 

The chairmem has introduced the Farmers Home r^ulations 
with regard to this subject. Farmers Home quickly moved to — I 
think their solution was to enter into the deed of the property find 
require that the deed be altered to call for this continuation of non- 
production. I believe that is going to be a very satisfactory solution. 

Mr. Hertz, I think one ot the statements that you made, I would 
take a little exception to. You sfiid that under this bill the ASCS 
would be required to notify all persons who might potentially fall 
heir to one of these dairy production faciUties of tins bill. I think 
that is prob^l^ not the case. 

It does require the ASCS to notify all those who are involved in 
lease facilities. But I think that whereas it is meritorious of tiie De- 
partoient, in a case by case, notify the most likely bfuiks or other 
mstitutions, I think that is not required by the law. 

The law specifies that those institutions would have liabUity onfy 
if they knowingly allowed a property to go into dairy production in 
conflict with one of the contracts. Is that not your understandiog, 
also? 

Mr. Hbbtz. Yes. 

Mr. Olin. So, that point of the difficulty of administration of the 
ASCS is not as significant of a matter at uiat point. 

We are all aware that there are only 14,000 contracts in the 
country involved toted and only a percentage of those would prob- 
ably be involved in either lease situations. The ones with lease situ* 
ations are Etll known now. The ASCS has identified edl of the ones 
that are potential financial problems, bankruptcy or foreclosure. 

This wiU amount to probably a few farms in each ASCS jurisdic- 
tion. So I think that the problem of notiRcation is not going to be a 
difficult one. The intent of the bill is to let everybody who is in- 
volved here know of the desire and purpose of Uie bill. I do not 
think we are dealing with a subject where people are going to 
knowingly want to act contrary to these contracte and our inten- 
tion to keep these facilities out of production. 

So I wonder whether you would not agree that the mere publiciz- 
ing in local areas of this requirement, quite likely, would deter 
lending institutions from seeking to violate ihe intent of the law 
that we are trying to protect? 

Mr. Hertz. I would agree that whenever we have a new program 
provision resulting ^m an amendment to an existing law, we 
could have a muc^, you might say, cleaner way of administering 
that amendment if we let everybody know up m>nt, making every 
effort to make everyone awetre of it. It just helps m^e it work that 
much better. 

It seems, over time, that many of the appeals we have had are 
the result of the farmer or producer not knowing. We feel that if 
we had been a little bit more responsible in providing all available 
information, that the program would have worked better. 
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Mr. OuN. This bill, I do not believe, does specify any remedy in 
the event the lending institution refuses to cooperate. It leaves that 
open, I believe. Is that your understanding? 

Mr. Hehtz. Yes. 

Mr. Olin. So there is aothing here that requires or specifies that 
the leading institution is going to be subject to any particular kind 
of recoiu-se, in the event that problems arise. 

If you or the Department have ideas as to how to word this ap- 
proach or another apjiroach to solvii^ this problem better than we 
have done it, I certainly have no great pride of authorship. We 
would welcome any suggestions that you might have that might 
either make this easier to administer or more satisfactory in the 
actual carrying out of it over the next 4"^ years. 

Mr. Hertz. Congressman, when we worked out the relationship 
with the Farmers Home Administration, we looked at how much 
farther we might reeich into those situations where milking was 
being done in a DTP participant's bam. We do not have the legal 
authority to look toward the private sector or to a nonparticipant 
as we did with our sister agency. 

At that time, we did look at whether or not there was any possi- 
ble legal way that we could attach, if you will, the proceeds of milk 
being produced in a participant's bam. We felt that we could not. 

Mr. Ous. Do you have any suggestions as to how we could im- 
prove the bill and remove whatever your reservations might be re- 
garding it? 

Mr. Hbhtz. Mr. Olin, I believe that as we worked with FmHA at 
that time, we looked at all other avenues of control over a DTP 
participEuits facility and we did not come up wiUi any solutions. 

Mr. OuN. I am pleased that you are supporting our intention 
here, in any event. 

Mr. Hbrtz. Yes. 

Mr. OuN. Iliank you, sir. 

Mr. Stenholm. Mr. Hertz, at this point, for the benefit of the 
subcommittee, would you review the procedures that ASCS is cur- 
rently following to assure that the DTP participants and all re- 
stricted facilities Eu-e, in fact, staying out of the dairy business? 

Mr. Hertz. Jerry, do you want to handle this? 

Mr. Newcomb. Thank you. We do have a spot check procedure 
where we go out and spot check 10 percent of the facilities, each 
year to laake sure that they are vacant. Also, each year the DTP 
participant is required to come into the office and sign a certdiica- 
tion that he has not acquired an interest in dairy cattle or milk 
production nor made the milk production facility available for any- 
body else to produce milk in. 

So we do nave that certification requirement plus the spot check 
procedure that we are following. 

Mr. Stenholm. What has been the record thus far of tiie spot 
check? 

Mr. Newcomb. To my knowledge, so far we have not found any 
DTP milk production facility that is being milked in by any non- 
participant 

Mr. Stbnroui. So you are not aware of any facilitiee under ^e 
DTP contract which are remaining in use for milk production? 

Mr. Newcomb. No, sir. 
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Mr. Stenholm. Mr. Harris. 

Mr. Harbis. I have no questions at this time, Mr. Chairman. 

Mr. Stsnholm. Mr. Volkmer. 

Mr. Voi^MBH. I just want to emphasize and make sure I just 
heard what I heard. That is that you know of not one facili^ that 
the owner signed up under the DTP program, that is now leased 
out and producing milk? That is what you said, right? 

Mr. Nbwcomb. I will correct myself. I am aware of one facility 
wherein the producer went bankrupt Eind another individucu 
bought that ffirm and is now milking in that facility. That is the 
only case of which I am aware. I am not aware of einy facilities 
that we have picked up throi^;h the spot check procedure. 

Mr. Volkmer. In that case, would the producer continue to re- 
ceive the payment? 

Mr. Newcomb. No, sir. That producer is in violation of tiie pro- 
gram and subject to loss of all benefits. 

Mr. Volkmer. So he is not receiving payments? 

Mr. Newcomb. No, sir. 

Mr. Volkmer. ThEink you very much. No further questions. 

Mr. Stenholm. Mr. Johnson. 

Mr. Johnson. I have no questions. 

Mr. Stenholm. Mr. Nagle. 

Mr. Newcomb. No questions. 

Mr. Stenholm. Mr. Olin. 

Mr. Olin. No further questions, except perhaps, Mr. Chairman, 
the observation that we can explore Mr. Volkmer's question when 
the Inspector General's representative comes on the pn^ram short- 
ly- 

Mr. Stenholm. Mr. Hertz, if a DTP participant is in flnancial 
trouble, what procedures are used by ASCS to ensure that the par- 
ticipant performs his DTP contract? 

Mr. Newcomb. When the participant comes into the county 
ASCS office to make his yearly certification, we try to determine 
whether or not he is in nnancial difficulty and whether there is 
any evidence that he may lose control of that facility. If there is 
that possibility, we withhold payments until he can show us that 
he is going to retain control over that facility. 

Mr. St^4H0lm. Did ASCS ever give consideration to theplace- 
ment of a deed restriction or a restrictive covenant in the DTP con- 
tracts as a means to help prevent restrictive facilities from remain- 
ing in milk production during the 5-year period? 

Mr. Heriz. We discussed several ways of trying to tie a piece of 
land back to the contract, but in many cases the mortgeige agree- 
ments were already in force and the parties would not be willing to 
amend them. In most cases t^e producer owned the bam, the bam 
was paid for, and the participant had no reason to sign any addi- 
tional contract to guarantee that he could maintain control of the 
facility. 

Mr. Stenholm. If there are no further questions from any 
member of the subcommittee, thank you. 

We will stand in recess until we complete this vote and resume 
with the next witness, Mr. Elbbitt. 

[Recess taken.] 
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Mr. Stenholm. The Bubcommittee will resume. We will now hear 
from Mr. James R. E3)bitt, Assistant Inspector General for Audit, 
Office of Inspector General, USDA. And also Mr. Craig L. Beau- 
champ, Assiirtant Inspector General for Investigations, Office of In- 
spector General, USDA. Welcome, gentlemen. 

STATEMENT OF JAMES R. EBBITT, ASSISTANT INSPECTOR GEN- 
ERAL, AUDIT, OFFICE OF INSPECTOR GENERAL, U.S. DEPART- 
MENT OF AGRICULTURE, ACCOMPANIED BY CRAIG L. BEAU- 
CHAMP, ASSISTANT INSPECTOR GENERAL, INVESTIGATIONS 

Mr. Ebbitt. Thank you very much, Mr. Chairman. I am Jim 
Ebhitt, the Assistant Inspector General for Audit. And with me is 
Craig Beauchamp, the Assistant Inspector General for Investiga- 
tions. We appreciate the opportunity to appear before you today to 
discuss H.R. 3870 as it relates to our audit and investigative activi- 
ties completed or planned for the Dairy Termination Pn^am 
[DTP]. 

Our audit coverage of the Dairy Termination Pribram was per- 
formed in phases as the program developed. Previous audits fo- 
cused on program implementation and ASCS controls to ensure 
compliance with appropriate regulations. We have been monitoring 
the action taken by ASCS to address issues identified during these 
audits and are currently planning a nationwide review of producer 
compliance with lYTP contractual requirements. 

At this time I will briefly summarize the conditions noted during 
our previous audits pertaining to DTP and actions initiated by 
ASCS to date to correct and monitor the cited conditions. 

Our review of the docimientation provided by producers to show 
control over leased mUk production facilities throughout the pro- 
gram's 5-year nonproduction period disclosed that for about 21 per- 
cent of the leases checked, the producers provided either no docu- 
mentation of a lease agreement; only verbal assurances of a lease 
agreement; or a lease agreement which expired prior to the end of 
the 5-year nonproduction period. As a result, there was reduced as- 
surance that these facilities would remiiin idle during the full non- 
production period. 

We recommended that ASCS identify all producers with leased 
milk production facilities, and make periodic site visits to ensure 
the facilities are not being used for milk production, prior to the 
release of subsequent program payments. 

In response to our recommendation, ASCS required county of- 
fices to identify and maintain a list of all leeised milk production 
facilities for all program participants in the county; spot>check at 
least 10 percent of all vacant milk production facilities in each ceiI- 
endar year, including at least one leased facility; and make an on- 
site visit to each muk production feicility that is no longer leased 
by the participant prior to disbursing additional pn^am pay- 
ments. 

ASCS has identified a total of 702 contracts with leased milk pro- 
duction facilities. Anticipated contract pasmients to these producers 
total over $150 million. 

Anotherpotential problem the audit identified was the need to 
identify DTP participants in financial jeopardy who may not be 
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able to maintam control over their production facilities throu^ 
the contract period. We found that 61 producers out of approxi- 
mately 1,650 producers reviewed were in bankruptcy, foreclosure, 
conveyance, or other severe financial situations wnich could result 
in the loss of their facilities. 

As with producers with leased facilities, we recommended that 
ASCS withhold DTP payments until the producers provide suffi- 
cient assurances that the facilities will not be used for milk produc- 
tion. 

In response to our recommendations, ASCS required county of- 
fices to identify all participants in financial jeopardjr, and to con- 
tact bankrupt^ courts, the Fanners Home Administration, the 
Federal Land Bank, and other lending agencies in the area before 
making any future DTP payments. If the county office determines, 
based on information obtained, that any producer is likely to lose 
control of the milk production facilities, such producers will be re- 
quired to fumish satisfactory evidence that compliance with the 
contract can be maintained before receiving additional program 
payments. 

We plan to continue to monitor producer compliance with con- 
tract provisions and have initiated a foUowup audit that will target 
those producers which have a potential for losing control over their 
facilities. During this audit we will evaluate the adequate of ASCS 
actions to monitor these producers, and perform on-flite visits to a 
representative sample of ^e producers. 

We will eiao follow-up on the current status of participants iden- 
tified during ourprevious audits as in danger of losing control over 
their facilities. Ttiis follow-up will include a review to determine 
the extent to which Federal Eigencies hold lease agreements with 
m^^ram pEuiicipants, and whether such agencies will require that 
DTP contract provisions will be adhered to. 

Since the completion of the audit, as you mentioned, Mr. Chair- 
man, the Farmers Home Administration has agreed to honor the 
restrictions on DTP contracted facilities by including restrictive 
clauses in quitclaim deeds when inventory farms under DTP con- 
tracts are sold. 

Also, since the inception of the program in April 1986, we have 
opened 53 investigations involving suspected violations of the pro- 
gram r^ulations. Most of these cases were opened based on re- 
quests for investigation from ASCS State and county ofBcials. 

The majority of the all^ations involved either the substitution 
of less productive dairy cows for more productive dairy cows, or 
were against participants who appeared to have retained or ac- 
quired an interest in milk production during the contract period. 
The investigations covered 26 different states, with individual pro- 
gram payments ranging from $28,000 to $4.6 million. 

To date, we have completed 39 of the investigations, one of which 
involved program violations relating to H.R. 3870. This case in- 
volved all^tions against a DTP puHcipant who cosigned a loan 
to enable ms son-in-law to purchase the dairy facility of a second 
UTP participant who was foredoeed upon. In this case, ASCS found 
the contracted producer who lost control of his facility to be in vio- 
lation of his contract, but because he was in bankruptcy, ASCS was 
not able to collect any of the monies disbursed to him. 
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Of the 39 cases completed, 21 have been referred to ASCS for 
consideration of administrative action. To date, ASCS has assessed 
penalties totally $195,000 in four cases. 

Although the terms and conditions of the DTP contract provide 
for penalties which serve to deter participants from violatmg con- 
tract provisions, these penalties are not effective in preventing re- 
stricted facilities from being used for twiHc production when partici- 
pants involuntarily lose (K)ntrol over milk production facilities. 

In this respect, Mr. ChEiirman, we support the intent of proposed 
legislation under H.R. 3870 which will provide additional controls 
to ensure restricted facilities remain out of milk production. How- 
ever, ASCS may encounter some problems in imposing penalties 
against landowners and lenders for breaching a contract for which 
th^ received no compensation. 

llus concludes my statement, Mr. Chairman. I would be glad to 
answer any questions. 

Mr. Stbnholm. Mr. Beauchamp, do you have a statement? 

Mr. Beauchamp. No. 

Mr. Stenholm. Mr. Olin. 

Mr. Olin. Thank you, Mr. Chairman. I would Uke to thank Mr. 
Ebbitt for his testimony. I was sort of shocked, but at the same 
time pleased with the audit report that you reviewed with us last 
yeeir. I thought the audit report was a ve^ good one, very objec- 
tive. It appeared to be thorough, although the dangers £md the risk 
that it disclosed were, of course, of great concern. And that is 
really what led to this legislation. 

I guess the question today, Mr. Ebbitt, is whether you have in 
the last year — it has been roughly a year since you made that 
audit and talked to us about it— have you reached any additional 
conclusions with regard to the d^ree of risk that we nave in the 
two cases; the cases of leases and the cases of bankruptcy or fore- 
closure? You made some estimates as to what the exposure ap- 
peared to be. It looked pretty high. 

Has your estimate really changed much in the past year? And 
could you tell us what it is? 

Mr. Ebbitt. Congressman, we believe that the potential for the 
problem exists. ASCS identified the 702 milk production facilities 
with lease Etrrangemente having contract payments totalling ap- 
proximately $150.9 million on those contracte. Close monitoring is 
going to be required over those facilities to assure that the terms of 
the contract are complied with. 

In that reepect, we are in the process ri^t now of beginning an 
audit to review, number one, how effective is the ASCS in monitor- 
ing the procram. And secondly, we are going to be going out to 
farms ourselves to look at these facilities, specifically these leased 
facilities, to make sure that they remain out of production. 

Mr. OuN. You really have not done additional auditing then 
since your first audit? 

Mr. Ebbitt. Only from the standpoint of gathering the statistics 
relative to how many letises existed. 

Mr. Olin. We wUl, of course, be quite interested in the results of 
what you are doin^. 

We are su^esting in the case of the lease situation that ASCS 
really make a 100-percent check, as soon as they can get around to 
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it, to determine the intention of the property owner, if possible, 
and whether it will be possible to get a voluntary agreement from 
the pnmer^ owner. And that is, I think, going to be quite a bit 
more effective than a 10-percent check. Grfmted, we have not come 
up with a good plan to put reed teeth in that proposal. 

I take it that you would support the objective that we have here 
and the method that we are suggesting in the case of leases. 

Mr. Ebbptt. That is correct. 

Mr. OuN. Do you have any better ideas as to how to make this 
leeise subject more of a certainty? 

Mr. EBBFrr. We have the Farmers Home Administration which 
has agreed to put the restrictive clause in their quitelaim deed to 
make sure that one of their properties does not go back into pro- 
duction. 

What has not been considered is whether or not other Federal 
agencies also own property on which a milk bam exists that has 
been leased out. During our previous audit we came across only 
one case. It happened to be with the Navy. The producer leased the 
milk facihties from the Navy and the lease expired November 30, 
1987. The question there would be, would the Navy agree to honor 
the remaining years of the contract. 

We have no information at this point as to exactly how many 
ffu-ms in a lease situation are owned by other Federal agencies. 
This is one area, as we do our follow-up work, that we would look 
at. 

Mr. Olin. Now in the case of a potential bankruptcy or foreclo- 
sure, the course of your activities has been to be sure that the 
ASCS withholds subsequent payments if the danger of foreclosure 
is imminent. I' am not sure how that — how is that measured? How 
do they decide whether to withhold or not withhold? 

Mr. Ebbpit. You would not withhold unless the producer cannot 
retain control over the facility or provide assurance that the facili- 
ty will not be used for mUk production. What ASCS is going to do 
is, as the producers come in each year to certiiy, they will review 
operations with the producer and make a determination r^arding 
tJieir financial status. And if a producer indicates that he has some 
financial problems, ASCS will have to check Federal bankruptey 
courte, the Federal Land Bank, other creditors in the area to deter- 
mine that individual's financial status. 

Mr. OuN. What has been the experience over the past year in 
this regard, with regard to these properties that are in danger of 
foreclosure? 

Mr. Ebbftt. That is the area, Congressman, I think we have the 
least Eunount of information on at this point in time. We will need 
to follow up on that as we continue our audit process. 

Mr. OuN. What is the timetable on your audit? 

Mr. Ebbftt. We have just completed the survey process and are 
beginning the audit. We are estimating that about July or August 
of this year we should have an audit report ready. 

Mr. OuN. From your experience, what success do you think that 
we are likely to have with the approach in this bill with r^ard to 
the bankrupt and foreclosed properties in getting the banks basi- 
cally to hold off on the improper use of these pro ies? 
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Mr. Ebbitt. Congressman, I guess that is the same point that was 
raised by ASCS. And that is, whether or not we can impose restric- 
tions on use of the property. On a third party that is not a party to 
the original contract, 

Mr. Olin. We can impose them. Whether we get compliance or 
not is the question. 

Mr. Ebbitt. That is correct. 

Mr. Olin. Thank you, Mr. Chairman. 

Mr. Stbnholm. i/b:. Gunderson. 

Mr. Gunderson. No questions. 

Mr. Stknholh. Mr. Lewis. 

Mr. Lewis. No questions. 

Mr. Stenholm. Mr. E%bitt, in your testimony you indicated that 
you have opened 53 investigations, you have completed 39. My 
aritiunetic tells me you have got 14 ongoing? 

Mr. Ebbitt. Mr. Beauchamp? 

Mr. Beauchamp. That is correct, 14 ongoing. 

Mr. Stbnholm. In your opinion, does the Department of Agricul* 
ture currently have Uie au^ority to adequately prevent participat- 
ing producers or the restricted facilities from returning to the pro- 
duction of mUk? 

Mr. Ebbitt. ASCS has penalties that they can impose against the 
person that signed the contract to include recovery of all payments 
made under DTP and withholding of any future payments. I be- 
lieve the law allows for an additional civU pensdty of $1,000 for vio- 
lation of the contract. 

Mr. Stenholm. My question was, Do you believe that ASCS has 
the authority to adequately prevent participating producers and fa- 
cilities from going bfick into production? 

Mr. Ebbitt. Yes. 

Mr. Stenholm. You believe they do? 

Mr. Ebbitt. Yes. 

Mr. Stenholm. Would you agree or disagree that individuals who 
gain control of DTP facilities due to foreclosures or bankruptcies 
should abide by the ASCS regulations during the entire nonproduc- 
tive period? If so, are current regulations adequate to cover these 
instances? 

Mr. EBBrrr. If I understand the question correctly, a third party 
acquiring the farm? 

Mr. SnamOLM. A third party gains control of the facilities due to 
bankruptcy or foreclosure and produces milk. 

Mr. Ebbftt. Under current regulations, under the current l^isla- 
tion as I understand it, I do not see provisions there that would 
adequately prevent that person, that new person that geuns contix>l, 
from bringing that farm back into milk production. 

Mr. Stenholm. And that is part of the problem and why Mr. 
Olin's legislation is before us tocmy. 

You state, as did ASCS, that there are some potential problems 
in imposing penalties agednst Icmdowners and lenders for breaching 
a contract for which they received do compensation. 

Mr. Ebbtft. That is correct. 

Mr. Stenholm. Could you expound upon any problems you fore- 
see with the implementation of H.R. 3870? 
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Mr. Bbbttt. I can not answer from a legal standpoint, but from 
our reading of the proposed l^islation, just the question as to 
whether or not you can impose a penalty on a person that to date 
has no connection, is not part of the contract under which DTP 
participation and payments were made. Whether or not you can 
bring him into that circle seems to be a l^al question tiiat will 
need to be addressed. 

Mr. Stbnholm. Hindsight always being 20-20, 1 want to ask this 
question for the benefit of potential future instances of this tjrpe. 
What are some of the things that this committee should consider in 
an attempt to avoid some of the problems which H.R. 3870 address- 
es? 

Mr. E}bbttt. I think frequently in pn^ams of this nature and in 
farming in general when you have a lot of farming carried out 
under lease agreements, cash rents, et cetera, and you are looking 
at payments to the party that is renting the land, it just seems that 
we are going to have to study the reunifications ^ould that produc- 
er move off of that farm, should he no longer continue to lease that 
farm. 

I think each program— not knowing, of course, the specifics on 
each program area — but each program, I just think that question 
would have to be asked, what are the nunifications if the cash rent 
person moves off that farm. 

Mr. Stenholm. Specifically, in regard to the Dairy Termination 
Program, do you have any suggestions which Congress should con- 
sider in drafting any similar prc^ams in the future? 

Mr. Ebbitt. Mr. Chairman, I think the only thing that we could 
su^st at this point would be the consideration of Federal agencies 
owning the land and appropriate restrictions on 

Mr. Stbnholm. Deed restrictions? 

Mr. Ebbitt. Correct, deed restrictions of those Federal agencies 
should a participating producer move off the farm and a new one 
comes on if the property were sold. And then second would be, ex- 
tending that to non-Federed landowners. What is the impact when 
the cash rent, the lessee moves off that facility? 

Mr. Stbnholm. Any further questions? 

[No response.] 

Mr. Stbnholm. I have none. 

Mr. E^bbitt, Mr. Beauchamp, we thank you for being here as we 
did Mr. Hertz. This subcommittee oversight hearing is adjourned. 

[Whereupon, at 3:50 p.m., the subcommittee meeting was con- 
cluded.] 

[Material submitted for inclusion in the record follows:] 
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H.R. 3870, Dairy Production Teraination Enforcmaent I 



Thank you, Mr. caiainan. 

First l*t me commend the gentleaan fro* Virginia, Hr. Olln, for 
introducing this legislation. As I will outline in greater 
detail later in my statement, the Dairy Teroination Pragraa 
(DTP) has been highly successful in reducing ccc purchases and 
reducing the cost of the dairy program. 

It is critical to the success of this and all other 
agricultural protfrains that we do everything that we can to 
prevent violations of the intent of the law. The intent of the 
low is quite clear in this case. Milk production facilities 
operated by participants in the buyout are not to be used to 
produce millc until the contract period expires. 

If producers that are coaplying with the law see that Congress 
and USDA are tolerating Cleat violations of the intent of the 
law, it will undermine their faith in fara programs and in the 
government itself. Itiis legislation is needed to prevent this 
loss of faith and ensure fairness In the treataent of DTP 
participants. 

1 joined Chairman Stenholn and other members of the 
Subcomtittee in writing to representatives of the Far» Credit 
System, the American Bankers Association and the Independent 
Bankers Association an this issue, we expressed our concern 
about reports that buyout faros acquired by lending 
institutions through foreclosure weCft being sold to other 
producers and brought into production. He noted that the 
Farmers Home Administration (FmHA) has agreed to include a 
restrictive clause in its deeds when selling a DTP tarm from 
its inventory and urged these lending institutions to address 
these concerns. 

The DTP has been one of the real bright spots in the 1985 farm 
bill. Program costs dropped from $2.33 billion in FYBe to 
SI. 17 billion In FY87, and further program cost reductions are 
projected by USDA- Since all butter cheese and non-fat dry 
milk purchased by CCC is used in school lunch, elderly 
feeding, TEFAP and other nutrition prdgraras, the true cost of 
the dairy program is only about S250 million. 

Despite initial concerns from beef producers about the DTP, 
beef prices are the highest they have ever been and should 
remain strong. Prices for choice steers averaged almost $66 
in 19B7 and are expected to rise to around $68 to $70 in 1988 
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and tha low S70s for 1969 and 1990, according to Doane's 
agricultural report. Cattle inventorlss ar* at their lowest 
levels since 1961 and supplies are expected to remain tight 
Into the 1990b, keeping prices strong. 

CCC purchases fell froa 12.3 billion pounds in 1966 to just 
5.4 billion pounds in 1987. Dncoiuitted inventories of non-fat 
dry milk, butter and cheese dropped fro* 1.45 billion pounds of 
product In 1966 to just 244 Million pounds in 1987. 

In fact, I a* concerned that the program may have been too 
successful in this regard. Uncopviittecl inventories of non-fat 
dry milk and cheese will b* exhausted by Hay l, forcing USDA to 
end surplus distributions of these comnodities. Millions of 
needy Americans that depend upon this program will be left 
without nutritious dairy products. According to USDA, some 8 
million needy Americans depend upon TEFAP distributions as a 
regular source of food. I have introduced legislation to 
address this issue, and I hope we will have an opportunity to 
consider it in another forum. 

For now, I urge members of the Subcommittee to support this 
Isgislation. He should close this loophole and prevent a blot 
on the record of the successful dtp program. 
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